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To:  The Honorable Donovan M. Dela Cruz, Chair;  
  The Honorable Gilbert S.C. Keith-Agaran, Vice Chair; 
  and Members of the Senate Committee on Ways and Means 
 
From:  Isaac W. Choy, Director 
  Department of Taxation 
 
Date:  Friday, February 26, 2021 
Time:  9:30 A.M. 
Place:  Via Videoconference, Hawaii State Capitol 
 

Re:  S.B. 358, S.D. 1, Relating to the College Savings Program 
 

The Department of Taxation (Department) offers the following comments on S.B. 358, 
S.D. 1, for your consideration. 

 
S.B. 358, S.D. 1, creates a deduction from income tax for contributions made to an 

account in the Hawaii College Savings Program within specific limits and circumstances. The 
deduction applies to taxable years beginning after December 31, 2020. 

 
The Department first notes that this deduction would result in providing a double tax 

benefit as distributions from a qualified 529 plan are not subject to tax.  From a tax policy 
perspective, the Department does not believe that it is appropriate to allow a double tax benefit 
as this measure proposes. 

 
The Department notes that "qualified taxpayer" is defined as a Hawaii resident by this 

measure. Creating a tax benefit applicable to Hawaii residents, but not residents of other states 
who are subject to Hawaii income tax may violate the Constitution of the United States. 

 
Finally, the Department suggests the following clarifying amendment to the new section 

235-__(d): 
 

(d)  If the amount of the contribution to the 
qualified taxpayer's account in the H1529—Hawaii's college 
savings program exceeds the maximum deduction for the 
taxable year in which the contribution is made pursuant to 
subsection (a), the excess deduction may be used as a 
deduction against the qualified taxpayer's Hawaii adjusted 
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gross income for up to four subsequent tax years, or until 
the excess deduction is exhausted[.], whichever occurs 
first. 
 
Thank you for the opportunity to provide testimony on this measure.  
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126 Queen Street, Suite 304  Honolulu, Hawaii 96813  Tel. 536-4587 

 
 
SUBJECT:  INCOME, Deduct contributions to HI529 college savings program 

BILL NUMBER:  SB 358, SD1 

INTRODUCED BY:  Senate Committee on Higher Education 

EXECUTIVE SUMMARY:  Establishes a state income tax deduction for eligible contributions 
made by residents of the State into the HI529-Hawaii's College Savings Program. Applies to 
taxable years beginning after 12/31/2020.  

SYNOPSIS:  Adds a new section to chapter 235, HRS, to allow a deduction for a contribution to 
an account established in the Hawaii college savings program under chapter 256, HRS. 

The amount deductible is not to exceed $4,000 ($8,000 for married taxpayers filing a joint return, 
heads of household, or surviving spouses).  Only amounts contributed within the taxable year 
count; if a contribution is mailed in, it counts if it is postmarked within the taxable year. 

The deduction is “above the line,” meaning that it is deducted when computing the taxpayer’s 
Hawaii adjusted gross income, unlike most itemized deductions. 

The deduction is not allowed for a contribution that is rolled over from another state’s college 
savings program. 

If the amount of the deduction exceeds the taxpayer’s taxable income, the excess may be used as 
a deduction in subsequent taxable years until exhausted. 

Provides for recapture of the deduction if the taxpayer makes a nonqualified withdrawal from the 
program. 

Makes conforming amendments. 

EFFECTIVE DATE:  This Act, upon its approval, shall apply to taxable years beginning after 
December 31, 2020. 

STAFF COMMENTS:  The Hawaii college savings program under chapter 256, HRS, is a 
college savings program intended to qualify under section 529, IRC. 

Under the IRC, contributions to a 529 plan are not deductible, but the monies in the plan can earn 
income tax-free and will not be taxed when the money is taken out to pay for college. 

Hawaii income tax law conforms to IRC section 529, with minor modifications such as a 
withdrawal is nonqualified for Hawaii purposes if it is used to purchase software.  See section 
235-2.4(ii), HRS, which decouples from IRC section 529(e)(3)(A)(iii). 
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According to savingforcollege.com,1 over 30 states currently offer a full or partial tax deduction 
or credit for 529 plan contributions.  Hawaii offers none of those incentives. 

Digested 2/24/2021 

 
1 https://www.savingforcollege.com/intro-to-529s/name-the-top-7-benefits-of-529-plans  
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